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Credit Lines and Minimum Balance
Requirements
MANY MEMBER BANKS do a substantial
part of their business lending to borrowers
who have prearranged lines of credit. A
number of these banks also require their
business borrowers to maintain compensa-
tory or minimum deposit balances. Some
information on these practices and policies
has become available for the first time
through the Survey of Member Bank Loans
for Commercial and Industrial Purposes,
conducted by the Federal Reserve System as
of October 5, 1955. All 2,000 participat-
ing member banks were asked to indicate
whether they extended lines of credit or
gave firm commitments to advance funds to
businesses or had minimum deposit require-
ments for business borrowers. Where such
practices were followed, an explanation of
the bank's policy was requested. The usable
information both of a qualitative and a quan-
titative nature was tabulated for the sample
banks, which included all member banks
with deposits of $50 million and over and
a declining proportion of each smaller size
class.
Tabulation of the replies showed that
somewhat more than half of the banks in
the sample extended lines of credit in the
fall of 1955. One-half of these banks (or
about one-fourth of the entire sample of
NOTE.—This is the second in a series of articles
presenting the results of the Survey of Bank Loans
for Commercial and Industrial Purposes outstanding
on October 5, 1955 conducted by the Federal Re-
serve System. This article was prepared by Caroline
H. Cagle of the Banking Section of the Board's Divi-
sion of Research and Statistics.
banks) also required that minimum deposit
balances be maintained by business borrow-
ers. Practically all large banks but very
few of the smallest size engage in these lend-
ing practices. While the borrowers to whom
such policies apply varied considerably, gen-
erally speaking they were the larger cus-
tomers of the bank. The type of business
most frequently mentioned in connection
with both policies was sales finance com-
panies, which was also the only business
group for which special minimum deposit
balance requirements were stated. An im-
portant qualification to these findings is that
they relate to a single date. Practices with
regard to credit lines and minimum balances
are known to change over time and to be re-
lated to competitive conditions and the gen-
eral availability of funds for bank lending.
CREDIT LINES
A credit line is generally an informal under-
standing between the borrower and the bank
as to the maximum amount of credit which
the bank will provide the borrower at any
one time. Ordinarily, the arrangement does
not constitute a binding contract, and the
lending bank can cancel the line because
of a change in the borrower's position or for
other reasons. Most banks endeavor to
honor these lines except under unusual cir-
cumstances.
The term "credit line," however, is often
rather loosely used and appears to cover,
in addition to the informal understanding
discussed above, a firm commitment to make
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an advance to a customer. A firm commit-
ment is generally a binding legal agreement
between the borrower and lender in which
the terms and conditions for the extension
and cancellation of the credit are defined
and for which the bank usually charges a
fee. Only a few banks reporting in the
Survey made a clear distinction between
credit lines and firm commitments and pro-
vided information on their practices on firm
commitments. The discussion which fol-
lows relates principally to credit lines.
Banks extending credit lines. Fifty-six per
cent of the banks in the sample reported
that they extended lines of credit. The pro-
portion varied directly with size of bank,
ranging from nearly all banks with deposits
of $100 million and over to fewer than two-
fifths of the banks with deposits of less than
$20 million. The proportion of banks grant-
ing lines of credit, by Federal Reserve dis-
TABLE 1
BANKS EXTENDING CREDIT LINES TO BUSINESS
BORROWERS BY FEDERAL RESERVE DISTRICT AND
SIZE OF BANK
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1 Includes banks making firm commitments.
NOTE.—Care should be taken to avoid interpreting the figure for
the total as applying to all member banks. Because of variations
among Federal Reserve districts in the proportion of banks in the
sample with deposits under $50 million, the percentage of all member
banks in each district extending credit lines may vary from that
shown here. All member banks with deposits of $50 million and
over were included in the sample.
trict and size of bank, is shown in Table 1.
Considerable variation in credit line prac-
tice was found among Federal Reserve dis-
tricts. Credit lines were available at more
than two-thirds of the banks in the sample
in the Richmond and Boston Districts,
whereas such accommodations were avail-
able at approximately one-third of the banks
in the St. Louis and Dallas Districts. These
variations reflect in part differences in the
proportion of small- and medium-size banks
in the various district samples, as well as
differences among the districts in the degree
of bank competition, established patterns of
customer relations, and other special fea-
tures of the bank lending process.
Some of the variations in the proportion
of banks extending credit lines by size of
bank and by geographic area may also re-
flect differences in size and credit standing
of the borrowers as well as in their lines of
business. Many banks indicated that they
extended such accommodations for the most
part to their larger borrowers and to old,
well-established firms. Also, such lines gen-
erally were for companies with high credit
standing and those engaged in lines of busi-
ness where repayment of the indebtedness
within a year was reasonably assured. Since
the customers of small banks are predomi-
nantly small enterprises, whose credit re-
lationships with their banks are typically
close and continuing, a smaller proportion
of banks extending credit lines would be
expected in the smaller size classes.
Bank procedures. Lines of credit were
most commonly established at the initiative
of the borrower. At large banks, however,
there was a tendency for lines to be set up
for all business borrowers as guides for lend-
ing officers, but not every borrower was in-
formed of the line and its amount. Small
banks, on the other hand, generally estab-
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lished a credit line only at the request of the
borrower, although some banks set up lines
on their own initiative for major borrowers.
At a few banks, lines were established for
some nonborrowers for purposes of solicit-
ing new business.
Credit lines at most banks were estab-
lished by the Board of Directors or a bank
committee, usually composed of certain offi-
cers and directors. At small banks the Board
of Directors generally was responsible; at
larger banks the responsibility usually fell
on an officer, a committee, or a combination
of the Board of Directors and a committee.
A few respondents stated that the responsi-
bility varied with the size of the line: for
small lines an officer or a committee assumed
responsibility; for larger lines a committee,
the Board of Directors, or both.
Borrower characteristics. The types of bor-
rowers extended credit lines varied from
bank to bank and by area. Lines were most
commonly associated with borrowing for
seasonal and recurring requirements and
with certain types of lending operations, such
as revolving credit and floor-plan financing,
inventory and equipment financing, and con-
struction activity. Sales finance companies,
alone or in combination with other types of
businesses, were most often extended such
accommodations. Other businesses specif-
ically named by a number of respondents
included manufacturing and mining com-
panies, commodity dealers, and trade and
construction firms. Reflecting the general
character of their borrowers and the special
experience of their lending personnel, some
banks specialized in credit lines to particular
business groups.
Size of credit lines. Three types of limita-
tions generally governed the size of credit
lines extended. These included limitations
arising out of the creditworthiness of the bor-
rower, limitations associated with general
business and credit conditions, and the legal
limitation on loans to one customer (gen-
erally 10 per cent of capital and surplus).
Respondents were most concerned with
evaluation of the creditworthiness of the
borrower and these comments were usually
quite general. They indicated that the size
of the credit line was determined by an eval-
uation of basic relationships and trends re-
flected in the borrower's balance sheet and
operating figures, the borrower's capacity
and progress of the business, the integrity
and experience of the management, general
economic factors, and in the case of secured
lines, the market value of the collateral. A
few replies stated that the amount of the line
was determined as a specified percentage
of the net worth of the borrower.
Duration of line and pay-off requirements.
Virtually all banks commenting indicated
that the usual duration of credit lines was
one year or less. The prevailing practice
was to review credit lines at least once a
year, but some banks reviewed the bor-
rower's position each time he presented an
application for credit.
Banks commonly require periodic pay-
offs of borrowing under lines of credit.
Nearly all of the banks commenting on this
point indicated that pay-offs were required
annually or more frequently; a few required
substantial reductions periodically or a defi-
nite repayment schedule. Some banks stated
that they also required the borrower to be
out of debt for one month or more each
year, in a few cases without borrowing from
another bank during this period.
MINIMUM BALANCE REQUIREMENTS
Minimum deposit balances bearing some re-
lation to the amount borrowed or the maxi-
mum line of credit are often required or
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expected of customers borrowing for busi-
ness purposes. One of the purposes of such
requirements is to promote a closer bank-
customer relationship, thereby discouraging
borrowing from more than one source and
encouraging the concentration in the lending
bank of the deposit balances of affiliated
interests. Minimum balance requirements
also limit deposit fluctuations and increase
the earnings of the bank, if the customer
would not normally maintain his deposit
balance at the level required, and are there-
fore equivalent to an interest rate adjust-
ment. A number of banks which had no
requirements indicated that they take the
customer's usual deposit balance into ac-
count in setting interest rates on loans.
The application of minimum balance re-
quirements varied from bank to bank. Some
banks established these requirements for
most business borrowers while others used
them for a particular class of borrower.
Some customers were expected to observe
the minimum without fail, while require-
ments were more flexibly enforced for other
types of borrower. Moreover, the required
level of compensating balances may vary
depending upon general credit conditions.
Banks requiring minimum balances. Ap-
proximately one in every four sample banks
had minimum balance requirements for
some business borrowers on October 5,
1955. A number of the respondents having
no requirements indicated that their use was
under consideration. The proportion of
banks with such requirements varied with
the size of bank and included over 90 per
cent of banks with deposits of $500 million
and over, as shown in Table 2. For banks
in the smallest size class, this proportion was
only 5 per cent. Many banks indicated
that such requirements are not feasible for
small borrowers. This attitude may account
TABLE 2
BANKS WITH MINIMUM BALANCE REQUIREMENTS BY
FEDERAL RESERVE DISTRICT AND SIZE OF BANK





































































































NOTE.—Care should be taken to avoid interpreting the figures for
the total as applying to all member banks. Because of variations
among Federal Reserve districts in the proportion of banks in the
sample with deposits under $50 million, the percentage of all member
banks in each district with minimum balance requirements may vary
from that shown here. All member banks with deposits of $50 mil-
lion and over were included in the sample.
for the limited use of such requirements at
small banks whose customers are mostly
small to medium size.
As in the case of credit lines, interdistrict
variations appear to be substantial, particu-
larly among smaller banks. The differences
for banks with deposits under $50 million
largely reflect differences in the proportion
of small banks in the sample, although some
regional variation among banks of com-
parable size would be attributable to other
causes.
Minimum balance requirements are re-
lated to the extension of credit lines. Among
the banks in the sample with minimum bal-
ance requirements only 4 per cent did not
extend lines of credit. Districts in which a
large proportion of banks extended credit
lines also tended to show a large proportion
of banks with minimum balance require-
ments.
Sales finance companies. Sales finance com-
panies were the only business group to which
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TABLE 3
BANKS WITH MINIMUM BALANCE REQUIREMENTS FOR
SPECIFIED TYPES OF BORROWERS
[Percentage distribution of banks within size groups]






















































special minimum balance requirements were
applied by the banks in the sample. These
companies frequently operate in a number
of adjacent communities, some of them over
a wide region, and a few nationally. They
are large users of bank credit and typically
maintain borrowing relationships with a
number of banks, the number depending on
the size and geographic scale of their opera-
tions. Because their credit record over a
long period of years has been exceptional,
they appear from Survey results to be able
to borrow advantageously, compared with
other business customers of banks, in terms
of minimum balance requirements.
About 59 per cent of the banks with mini-
mum balance requirements gave require-
ments applicable to business borrowers gen-
erally without designation as to type, 28 per
cent stated that these requirements applied
only to sales finance companies, and 13 per
cent gave separate requirements for finance
companies and for other types of borrowers,
as shown in Table 3. In general, there was
no marked variation in this respect by size
of bank, although the banks showing the
least tendency to have requirements appli-
cable to sales finance companies only were
those in the largest size class.
Minimum balance requirements showed
some uniformity as to level but there was
some variation as to the base to which they
applied. Many banks related these require-
ments to the amount of the credit line
whether or not in use, others to the amount
of borrowing, and some to both.
1 Since
nearly all banks included information on
the minimum requirement when a loan is
outstanding, the figures used in the tables
are the requirements during the period of
borrowing.
In more than half of the banks with spe-
cific requirements for sales finance com-
panies, the requirement fell between 11 and
15 per cent of the amount of the loan, or
of the credit line when borrowing, and in
about one-third of the banks the require-
ment was between 16 and 20 per cent, as
shown in Table 4. Thus, for more than
four-fifths of the banks, requirements varied
from 11 to 20 per cent. About 1 per cent
of all the banks had a requirement higher
TABLE 4
MINIMUM BALANCE REQUIREMENTS FOR SALES
FINANCE COMPANIES
[Percentage distribution of b<
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1When the minimum deposit requirement applied
to amount of borrowing the replies did not always
make it clear whether the percentage was applied to
average borrowing, original amount of loan, or some
other measure. A few banks commented on the
form which the minimum balance requirement may
take. It appears the balance can consist of the bor-
rower's own funds or funds of affiliated interests.
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than 20 per cent and about 10 per cent
gave no figures concerning their practice.
The most common requirement for finance
companies was 10 per cent of the credit line
when not borrowing and 20 per cent when
borrowing, or an average of 15 per cent of
the credit line at all times.
Large banks tended to have higher re-
quirements than small ones. In the largest
size class more than three-fifths of the banks
had requirements ranging from 16 to 20 per
cent. The proportion with requirements as
high as this declined as the the size of bank
declined. About one-fifth of banks with
deposits under $20 million had requirements
as high as 16 per cent.
Requirements tended to be considerably
lower in the western part of the country than
TABLE 5
REGIONAL COMPARISON OF SPECIAL MINIMUM
BALANCE REQUIREMENTS FOR SALES
FINANCE COMPANIES



























































i The East is composed of the Federal Reserve Districts of Boston,
New York, Philadelphia, Cleveland, Richmond, and Atlanta; the
West, the Federal Reserve Districts of Chicago, St. Louis, Minnea-
polis, Kansas City, Dallas, and San Francisco.
in the eastern portion. In the West (com-
prising the Federal Reserve Districts of
Chicago, St. Louis, Minneapolis, Kansas
City, Dallas, and San Francisco) three-
fourths of the banks with special minimum
balance requirements for sales finance com-
panies had requirements of 15 per cent or
under, whereas in the East the proportion
of banks with requirements as low as this
was about two-fifths, as shown in Table 5.
Moreover, even among banks of the same
size, requirements tended to be lower in the
West than in the East.
Other borrowers. Minimum balance re-
quirements for borrowers other than sales
finance companies were used extensively
throughout the country on October 5, 1955,
but it appears they were less well standard-
ized and less rigidly enforced than in the
case of sales finance companies.
Borrowers other than sales finance com-
panies were not well defined by the respond-
ents. Among the few banks which men-
tioned specific borrower classes, references
were made to the larger customers of the
bank, to companies operating outside the
trade area of the lending bank or on a na-
tional scale, and to business borrowers gen-
erally. Some banks implied that a required
depositary relationship is used principally
for unsecured loans, although some con-
tinuing depositary relationship is sought
even for borrowers with secured loans. A
few banks indicated that a prescribed de-
positary relationship is not practical for
small and new businesses.
Of the banks with minimum balance re-
quirements applicable to all types of bor-
rowers and with separate requirements for
borrowers other than sales finance com-
panies, about two-fifths had requirements
of 16 to 20 per cent of the loan, or the
credit line when borrowing; somewhat more
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TABLE 6
MINIMUM BALANCE REQUIREMENTS FOR BUSINESS
BORROWERS IN GENERAL
1
[Percentage distribution of banks within size groups]
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1 This table includes banks that have a single requirement for all
types of business borrowers as well as banks that have separate re-
quirements for borrowers othsr than sales finance companies.
2 Less than .5 of 1 per cent.
than one-fourth had requirements of 11 to
15 per cent; and one-tenth had 10 per cent
or less, as shown in Table 6. The require-
ments tended to vary with the size of bank.
About two-thirds of the largest banks had
requirements as high as 16 per cent, while
the proportion with requirements as high as
this dropped to about one-fourth for banks
with deposits of less than $20 million.
Differences between broad geographic
areas in the size of minimum balance re-
quirements were also evident. As in the
case of sales finance companies, require-
ments for other borrowers appeared to be
lower in the West, where more than two-
fifths of the banks had requirements of 15
per cent or less, than in the eastern part of
the country, where less than three-tenths of
the banks had requirements as low as this,
as shown in Table 7. Even among banks of
the same size some differences in require-
ments between the West and the East were
apparent.
TABLE 7
REGIONAL COMPARISON OF MINIMUM BALANCE
REQUIREMENTS FOR BUSINESS BORROWERS
IN GENERAL
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1 This table includes banks that have a single requirement for all
types of business borrowers as well as banks that have separate re-
quirements for borrowers other than sales finance companies.
2 The East is composed of the Federal Reserve Districts of Boston,
New York, Philadelphia, Cleveland, Richmond, and Atlanta; the
West, the Federal Reserve Districts of Chicago, St. Louis, Minnea-
polis, Kansas City, Dallas, and San Francisco
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